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Decades ago when the Hong Kong car market was still in a 
developing stage, both Mercedes-Benz and BMW entered the luxury 
car market and targeted sales towards the rich and famous. With 
superior products and a long history of development and 
establishment, the German brands have been dominating the luxury 
car market in ~ong Kong since then. 
In the 1980s, the Japanese auto manufacturers came up with 
the luxury car models and they decided to join the Hong Kong 
luxury car market in the early 1990s. 
Although there is no physical barrier to entry to the local 
luxury car market in Hong Kong, non-physical impediments to entry 
do exist. For example, superior product quality of the German 
brands; the reputation and prestige enjoyed by the German logos; 
as well as the association of Japanese brands with the ability 
to manufacture small cars only. 
In order to share a piece- of the pie of the lucrative market 
segment in the Hong Kong car market, the Japanese stuck by 
launching their products in Hong KOrig in the early 1990s. 
Together with constant product development and improvement, 
penetration pricing strategy, as well as investment in the above-
the-line activities, the Japanese automakers were able to define 
a market niche and move towards image and reputation creation. 
ii 
The outstanding , market performance of the Japanese auto 
makers in 1993 proved that the strategies adopted by the Japanese 
local dealers in Hong Kong were successful. 
The ability to learn a lesson from the Japanese experience 
will facilitate decision making, as well as increase the 
probability of success if the potential new entrants (such as the 
Koreans and the Americans) ever want to make an attempt to enter 
the luxury car market in Hong Kong, or any other part of the 
world. 
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For Mercedes - Benz and BMW which have been manufacturing 
high-end cars since the pre-1940 era, the "tradition of high-end 
specialists is as old as the European automobile market 1 ." 
Nobody had ever thought about a possible Japanese attempt at 
entry into the lucrative luxury car market segment until large 
and luxurious cars were "treated as an integral part of the 
overall product line by the Japanese manufacturers2 ." Since 
then, the Japanese brands seem to close in from both ends of the 
price spectrum of the global car market. 
Back in the 1960s and 1970s, the rich and famous in Hong 
Kong who could afford luxury automobiles were driving either a 
Mercedes-Benz or BMW. Decades later, the popularity of German 
luxury cars has not fallen. According to the survey report 
issued by the Survey Research Hongkong Limited (SRH) issued in 
March of 1992, German-made automobiles (namely Mercedes-Benz and 
BMW) were still the most popular brands chosen in the Hong Kong 
car market with engine size over 2,500 c.c. 
2 
Product Development Performance (1991): 52. 
Product Development Performance (1991): 53. 
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However, in the recent years, the luxury car models 
manufactured by the Japanese automakers are catching up with 
their counterparts in terms of design , quality, and performance. 
With the successful launch of Toyota's Lexus in Hong Kong in the 
early 1990s, followed by the sequential entry of Mitsubishi, 
Honda's Acura, Nissan, and Subaru into the market since 1991, the 
presence of the Japanese automakers in the Hong Kong luxury car 
market is not to be neglected. 
So, if the Japanese manufacturers are successful in 
overcoming the barriers to entry to the luxury car market in Hong 
Kong, other foreign automakers such as the Americans or Koreans 
may be able to learn an important lesson from the experience of 
the Japanese "intruders." The ability to implement the right 
strategies will enhance a higher probability of sharing part of 
the pie to the lucrative luxury car market in Hong Kong. 
1.2 Research Objectives 
With an aim to analyzing the factors or actions which 
contribute to the success of the Japanese auto manufacturers in 
entering the luxury car market in Hong Kong, the objectives of 
this paper are as follows:-
(a) to identify the impediments to entry to the Hong Kong 
luxury car market faced by the Japanese 
manufacturers; 
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(b) to observe, analyze, and surmnarize the behaviour of the 
Japanese market participants, as well as the market 
performance of the Japanese brands in the luxury car 
market in Hong Kong; 
(c) to come up with some successful strategies employed by 
the Japanese in selling luxury automobiles in the Hong 
Kong .,market . 
Other than the potential new entrants (such as Cadillac and 
Lincoln of the United States; Hyundai and Daewoo from Korea) to 
the luxury car market in Hong Kong, the research findings may be 
of great interest to other existing non-Japanese car dealers 
(such as Alfa Romeo, Rover, and Saabfrom the European cormnunity) 
which are classified as "weaker players" in the up- scale car 
market segment. 




Since the major objectives of this research are to identify 
the barriers tq, entry (such as competitors' product superiority 
and logos association with prestige , quality, and reputation) to 
the luxury car market in Hong Kong faced by the Japanese 
manufacturers , as well as their strategies to overcome the 
barriers to entry, the landscape of the luxury car market in Hong 
Kong will first be described. Then, the market behaviour and 
performance of the Japanese market participants will be analyzed 
and summarized. As a result, a research design of a combination 
of descriptive, ex post facto, and case studies is believed to 
be fit for the nature of this project. The following section 
will give a brief description of the research design used:-
2.1.1 Descriptive Research 
As mentioned by Mason and Bramble, a descriptive 
research serves the purpose of "describing situations or 
phenomena3 ." Based on the information available from the 
primary and secondary sources, one would then be able to 
portray the landscape or operational environment of the 
luxury car market in Hong Kong. 
3 Understanding _and Conducting Research (1978) 31. 
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2.1.2 Ex Post Facto Research 
By using the research design of an ex post facto 
research, one would be able to "search for causes of things 
that have already happened by comparing previously 
established conditions [i.e. causal comparative analysis] " 
as quoted by Mason and Bramble4 • 
2.1.3 Case Studies 











investigation" and they are particularly useful in "bringing 




Understanding and Conducting Research (1978): 32. 
Understanding and Conducting Research (1978): 34. 
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Since Toyota, which is the largest automobile 
manufacturer in , Japan with a 30 percent share in the 
passenger car market and ranks third in the world's car 
production after General Motors and Ford of the United 
States6 , and Honda, which ranks fourth in the car market in 
homeland Japan7, are particularly active in exporting to 
foreign c~,r markets, they become the focal point of this 
research project. 
2.2 Data Collection Method 
Since this research proj ect is basically descriptive in 
nature, emphasis has been placed on the primary data collected 
while secondary data are used as supplement. 
In order to obtain first-hand information, in-depth 
interviews had been arranged and conducted with the following 
representatives from the car industry in Hong Kong:-
6 
7 
"How Toyota Copes With Hard Times," Fortune (January 25, 
1993): 20. 
"Automakers Suffer Decline in Unit Sales for '93," The 
Nikkei Weekly (January 17, 1994): 9. 
Mr. Mike Rushworth, Deputy Managing Director, 
Motors Limited (Toyota); 
7 
Crown 
Mr. Shuto Wong, Sales and Marketing Manager, Reliance 
Motors Limited (Honda); 
Mr. Terence Cheng, Marketing Manager, Dodwell Motors 
(Rover) ; 
Mr. Samuel P. C. Chui, Sales Executive, BMW Concessionaries 
(Hong Kong) Limited; 
Mr. Andy K. O. Ho, Sales Representative, Universal Cars 
Limited (Mitsubishi); 
Mr. Max C. L. Lee, Sales Representative, Motor Image (Hong 
Kong) Limited (Subaru). 
Since the Japanese luxury models were not available in the 
Hong Kong market until the late 1980s and early 1990s, there is 
little secondary research material on which to rely. As a 
result, this research project can be considered as a "pioneer" 
study in its field and the author is satisfied with the 
information base, as well as the details collected. 
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CHAPTER 3 
MARKET SITUATION ANALYSIS 
3 . 1 History of Development of the Japanese Luxury Car Models and 
the Imports of the Models into Hong Kong 
For those who are not familiar with the development of the 
automobile ind"Ll:,stry in Japan, it will be quite difficult to 
realize the point that the development and manufacturing of 
luxury car models in homeland Japan is not by accident but is 
inevitable. 
In fact, according to Mr. Mike Rushworth (who has been with 
Crown Motors Limited since 1966), the determination and plan for 
Toyota to export and market the luxury car models to the more 
matured car market around the world was in place even ten years 
ago. 
Mr. Rushworth reflected on Toyota and Honda's decision to 
manufacture luxury market: 
Like most of the car manufacturers in Japan, Toyota and 
Honda can no longer afford to produce and export small cars from 
Japan due to the yen appreciation, as well as other problems 
associated with the high standard of living and labour shortage. 
For example, it costs approximately US$6,800 for a factory in the 
United States to build a car while the Japanese counterparts need 
US$7,200 to build a comparable model (a difference of 6 percent). 
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In addition, as noted also by Mro Rushworth, due to 
variations in production volume, it costs almost the same amount 
to manufacture a small car and a luxury car.. In order to "make 
up for lesser returns on compact [cars]," the Japanese build 
luxury cars with higher profit margins in Japan8 • 
As a result, the Japanese auto manufacturers built 
production facilities to manufacture smaller and cheaper cars 
around the world where production cost is comparatively lower 
than that in Japan while exporting premium cars from homeland 
Japan. As for the case of Toyota, production plants have already 
been built in the United States, Britain, Taiwan, Indonesia, 
Philippines, Thailand and India. 
In 1987, Honda targeted and launched its luxury models in 
the largest car market in the world - the Uni ted States; in 
1989, Toyota started its first batch of production of luxury 
models (which bear a separate brand name: "Lexus") I also 
targeting the United States. 
As per the report issued by Toyota Motor Co. Limited, 35,988 
units of Lexus LS400 and 47,725 units of Lexus ES300 were 
produced in Japan in 1992 and more than 99 percent of these units 
were exported. 
Made in America (-1989): 173. 
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Al though the potential car market size in Hong Kong is 
relatively small when compared to other countries, it was still 
chosen as the "second target market of luxury models in the world 
after North America" by the Japanese manufacturers9 • 
Toyota made its Lexus models available in the local market 
in the early 1 _~90s. Honda ' followed by launching its luxury 
models (sold under the brand name "Acura") in mid 1991. 
3.2 Macro Industry Environment 
According to the data adopted from the Survey Research 
Hongkong Limited (SRH)'s report, the following table suggests 






MID-1988 MID-1989 END 1990 END 1991 
172,000 186,000 211,000 220,000 
Adopted from the survey of Survey Research 
Hongkong Limited (1992). 
As the data indicates, there was an 8% increase in the 
number of private car registered from 1988 to 1989; a 13% 
increase from 1989 to 1990. However, there was only a 4% 
increase from 1990 to 1991. 
9 Automobile Magazine, Issue 124, (March 1990): 46-48. 
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Even though the general trend of growth of private car in 
Hong Kong is tapering off, the statistical summary of the Motor 
Traders Association of Hong Kong (provided below) shows that the 
market share for the medium-sized and luxury cars is increasing 












UNITS SOLD UNITS SOLD UNITS SOLD 
IN 1991 IN 1992 IN 1993 
706 (2% ) 547 (1%) 490 (1%) 
14,274 (48% ) 17,208 (43% ) 15,268 (39% ) 
5,619 (19%) 8,553 (22%) 9,551 (24%) 
5,843 (20%) 8,120 (21%) 8,285 (21%) 
968 (3 %) 1,959 (5% ) 2,264 (5.8%) 
2,303 (8 %) 3,114 (8%) 3,496 (9 %) 
29,713 (100%) 39,501 (100%) 39,354 (100%) 
Adopted from Inter Dealer Motor Car Sales 
Statistics (1993). 
As can be seen from the table above, the market share of 
medium-sized cars increased from 19 percent in 1991 to 24 percent 
within a span of 2 years. 
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One of the major factors which contributes to the increased 
demand for medium-sized and luxury cars in Hong Kong is the 
booming local economy. Due to heavy capital investment made by 
the British government (such as the new airport project at Chek 
Lap Kok) , as well as the injection of a huge amount of mainland 
Chinese capital investment in Hong Kong's financial and property 
markets, addi tiqnal earning and spending power are going to boost 
sales of luxury car models. 
Besides, as Hong Kong is transforming itself into a major 
international financial and commercial centre in the Far East , 
a group of millionaires will emerge. Those who can afford to pay 
a premium price for anything will need both company cars for 
commercial use, as well as personal transportation vehicles for 
individual usage and enjoyment. 
Moreover, the Hong Kong government does not have any quotas, 
rules or regulations regarding imports of foreign cars (i.e. the 
physical barrier to entry to the car market in Hong Kong does not 
exist) even though a relatively high import tariff is imposed. 
In other words, as long as there are demands for the luxury car 
models, importers can and will import as many units as they want 
unless there are quota limitations set by the manufacturers of 
the automobile in the countries of origin. 
13 
As noted and commented by a sales representative in the car 
industrylO, the change of purchase behaviour from small to larger 
car models is highly correlated with the increased costs of 
owning a car. In the case when two car owners (one of them owns 
a small car while the other owns a bigger car) have to pay almost 
the same amount for registration fee, licence fee, parking 
rental, and gas9line, consumers may want to pay a higher price 
in exchange for better driving comfort, road performance, as well 
as prestige and satisfaction. 
3.3 General Description of the Luxury Car Market in Hong Kong 
The luxury car market in Hong Kong can be characterized as 
a highly fragmented market with highly differentiated products . 
According to the summary report issued by the Motor Traders 
Association of Hong Kong, there are altogether 24 luxury car 
manufacturers selling over 80 different models in Hong Kong. 
Further research in net sticker prices indicates that prices of 
luxury models in Hong Kong as of January 1994 ranged from 
HK$315,OOO to HK$4,150,000l1. A detailed breakdown of market 
share for 1993 is summarized in Appendix I. 
10 
11 
Mr. Andy K. O. Ho, Sales Representative, Universal 
Cars Limited. 
"Price List," Motor Magazine (January 1994): 91-95; 
and "Cost Performance File," Car and Driver Magazine, 
(January 1994): 144-148. 
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3.4 The Most Popular Luxury Auto Manufacturers 
As noted in the data presented in the previous section, 
Mercedes-Benz and BMW were the dominant players in the luxury car 
market in Hong Kong. 
This information is further supported by the customers' 
survey done by the Survey Research Hongkong Limited. Based on 
the findings of the survey report, Mercedes-Benz ranked first for 
perception and preference of car brands (with outstanding ratings 
on items such as "safety," "roominess and comfort," "driving 
comfort," and "prestige") while BMW ranked second (outstanding 
in terms of "engine power," "exterior styling," "high-tech 
feature," as well as 11 fuel economy") - in the survey. 
To most of the people living in Hong Kong, Mercedes-Benz and 
BMW are the brands which have strong association with prestige 
and quality. 
3.5 Other Manufacturers of Luxury Models 
Wi th Mercedes - Benz and BMW being the dominant players in the 
luxury car market in Hong Kong, the rest of the fragmented market 
is made up of other minor European brands (such as Alfa Romeo, 
Audi, Jaguar, Opel, Saab, Vol vo, and Rover) and the Japanese 
brands (such as ·Lexus of Toyota, Acura of Honda, Mi tsubishi, 
Nissan, Subaru, and Toyota) . 
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One of the most outstanding performers in this category is 
Toyota's Lexus. According to the Survey Research Hongkong (SRH) 
Limited's consumers' survey, as well as supported by a 
representative from the car industry in Hong Kong12 , Lexus has 
a strong product image since its launch - in the United States 
of America, as well as around the world. 
3.6 The Barriers to Entry to the Luxury Car Market in Hong Kong 
According to the SRH's survey report , the most likely factor 
which generally affect the decision of a would-be luxury car 
purchaser is the car-product itself. For example , the quality 
and performance, as well as the image or perception that German 
luxury cars are the best of their kind, will possibly affect the 
sales performance of luxury car models of other brands. 
As observed and cormnented by a car sales representative13 , 
people who do not know much about cars are generally buying 
whatever the market regards as "good" products. 
12 
13 
Mr. Andy K. O. Ho, Sales Representative, Universal 
Cars Limited. 
Mr. Max C. L. Lee, Sales Representative, Motor Image 
(Hong Kong) Limited. 
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In some instances, German cars are more popular than some 
other brands simply because a larger second-hand market for 
Mercedes-Benz and BMW cars exist . According to a salesman at 
Alfa Romeo who did not want to be identified, the potential to 
sell a car at a higher resale value will drive potential 
customers to buy the more popular brands which are widely known 
and highly resp~cted by the public. 
In addition, the intense competition from existing brands 
in the market, as well as the heavy capi tal investment in 
establishing a dealership network, also pose some threats to the 
potential entrants to the market. 
3.7 Methods to Leverage the Unfavourable Effects of the Entry 
Barriers to the Luxury Car Market in Hong Kong 
Based on common knowledge in the aspects of production and 
marketing, the author believes that in order to leverage the 
unfavourable effects of entry barriers to the market, the new 
entrants would probably take the following actions or 
strategies:-
(a) Ensure constant development and improvement in the 
product itself. By being able to come up with a fine 
and superior product, the potential entrant market may 
find it easier to gain a foothold into the market; 
(b) Define a market niche. 
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If a market niche can be 
identified, the new entrant would then be able to 
identify its direct competitors. By being able to 
evaluate the strengths and weaknesses of all parties 
involved, the new player may then implement a best-fit 
strategies which will contribute to long-term 
objectives. 
(c) Build up image and reputation. Since the sales 
performance of a product is directly associated with 
the image and reputation of the product itself, the 
potential new entrant should pick the promotion 
channels with due care in order to get the desired 
result. 
Besides, the ability to get a first-tier customer base 
is important for reputation and word-of-mouth referral 
serve as a base for further market penetration. 
(d) Focus on some other semi-variable factors which the 
dealers in Hong Kong would have some control over 
during the course of transaction. For example, the 
dealer may decide to provide outstanding customer 
services and after-sales service. 
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(e) Adopt an advantageous pricing strategy. As a new corner 
to the market, it is generally a standard practice to 
under-price the new product. However, whether to 
increase the price in the future will depend on other 
factors such as sales performance and competi tors' 
strategies. 
(f) Put in efforts to create a second-hand market. This 
will ensure a higher resale value when the owners want 
to change cars after a couple of years. 
In the meantime, it is interesting to note that the above-
mentioned strategies do sound like classical marketing theories; 
however, if the research findings at the end indicate that the 
sales performance of the new Japanese entrants to the luxury car 
market in Hong Kong is above average, the simple strategies 




In the following se'ction; the market performance of the 
Japanese manufacturers will first be evaluated. If the 
performance is at least above average, the strategies adopted by 
the Japanese local dealers in Hong Kong can be considered 
effective and ge,neralizations can be made. 
4.1. Evaluation of Market Performance of the Target Models 
In order to provide a basis for performance comparison, as 
well as to identify a particular luxury car market segment in 
which the Japanese auto manufacturers are competing, an arbitrary 
market boundary (within which the models have a very common set 
of characteristic) is set by the author. 
As a result, the following criteria were used in identifying 
comparable models of luxury passenger car available in Hong 
Kong: -
(a) the model should be either a 4-door sedan or 4-door 
saloon14 ; 
14 According to industry specialists, the only difference 
between a sedan and a saloon is that a saloon model 
generally has more high-tech and luxury features. 
In reality, a high-end sedan model can be regarded as 
a saloon car. ' 
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(b) the model chosen should carry a net sticker price of 
more than HK$400,000 but not exceeding HK$800,000i and 
(c) the engine size of the model picked should exceed 2,500 
c.c. 
A complet~, list of car models and their respective 
manufacturers can be found in Appendix 11. 
According to the data presented below, one would be able to 
draw a brief conclusion about the market performance of Toyota's 
Lexus and Honda's Acura:-
NAMES OF UNITS SOLD UNITS SOLD MARKET 
BRAND MODEL IN 1992 IN 1993 (% ) 
Acura Legend 3.2 221 254 14.0 
Alfa Romeo 164 3.0 94 93 5.1 
Audi 100 V6 35 36 2.0 
BMW 530i 0 22 1.2 
540i 0 30 1.7 
730i 87 110 6.0 
Jaguar XJ6 124 109 6.0 
3.2/4.0 
Lexus ES300 3.0 74 181 10.0 
LS400 435 337 18.5 
Mercedes- C280 0 3 0.2 
Benz 
E300D N/A N/A N/A 
Mitsubishi Sigma 3.0 53 197 10.8 
Nissan Gran N/A N/A N/A 
Turismo 
21 
Cedric 3.0 138 228 12.6 
Cima 4.1 111 84 4.6 
Opel Omega 7 2 0.1 
Rover Sterling N/A N/A N/A 
Toyota Crown 228 131 7.2 
Royal 3.0 
TOTAL 1 , 817 100.0 
Source: Adopted from the Inter Dealer Motor Car Sales 
Statistics (1993). 
According to the data listed above, one can observe easily 
that both Lexus and Acura outperformed their German counterparts 
in term of sales in Hong Kong made in the year of 1993 provided 
that only the models within the target range are considered. 
In fact, Lexus was in the leading position with a total 
market share of 28.5 percent while Acura managed to grab 14 
percent. Mercedes-Benz only got 0.2 percent while BMW got 8.9 
percent. 
What is more interesting to note is that the total market 
share of the Japanese manufacturers in the defined market was 
almost 78 percent. 
Since the performance of the Japanese manufacturers in 1993 
was outstanding, the strategies adopted by Toyota and Honda is 
worth analysing. 
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4.2 Strategies Adopted by Toyota's Lexus and Honda's Acura 
The strategies adopted can be summarised under three major 
categories: production, sales and marketing, and pricing. 
4.2.1 Car Production 
In orq.er to compete with the famous European brands, 
namely Mercedes - Benz and BMW, in Hong Kong or any other 
parts of the world, both Toyota and Honda realized that they 
needed to manufacture high-quality products which would win 
the hearts of the potential car owners at competitive 
prices, as well as project prestige and reputation. 
Besides coming up with an high-quality product just 
like other Japanese manufacturers, Toyota' s strategy to 
"link its time-based capabilities [ability to bring new 
models to the market more quickly and respond to changing 
customer demands and expectations] to the collection and use 
of superior customer knowledge and employee commitment" also 
contribute to Lexus' success (in the case of Lexus, Toyota 
"assembled a massive array of information on what upper-
income consumers value in a vehicle, then reverse-engineered 
a car to hit the target on first launch15 ,,) • 
15 Harvard Business Review (July-August, 1993) 97. 
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Moreover, according to a James Harbour who is a 
manufacturing consultant based in Detroit, it is estimated 
that Toyota's new production plant in homeland Japan can 
"produce a fully equipped luxury car with 16 man-hours of 
labour [when welding and painting are figured in] ... it's 
not even half the time required for comparable luxury cars: 
more than 100 hours for "a big BMW or Mercedes-Benz16 ." 
Besides, as per Mr. Rushworth, Lexus also strived very 
hard in order to win the first place in the United States 
J. D. Power & Associate's car manufacturers annual quality 
and satisfaction survey17. This honour also indicates the 
dedication and commitment of Toyota to manufacture a world-
class car model 0 
As for the case of Acura, a representative from Acura 
in Hong Kong once commented that emphasis is also being 
placed on developing and manufacturing a superior product 
with great reliability, smoothness, refinement, as well as 
durability. In addition, the "double quality control" (i.e. 
at the manufacture plant and at the local testing centres) 
program of Acura also ensure that the cars are delivered to 
the customers in perfect condition. 
16 
17 
"How Toyota Copes with Hard Times," Fortune (January 
25, 1993): 18-22. 
Automobile Magazine (January, 1991): 28. The J. D. 
Power and Associates Inc. Survey is carried out 
annually in the United States to assess both quality 
and customers' satisfaction level regarding car 
products. The information released is highly respected 
by the car industry, as well as the general public. 
4.2.2 
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Building of Image. Prestige. and Reputation 
In order to create some distinction from the cheaper 
models, both Toyota and Honda created separate brand names 
(which in a way disguise the Japanese nature of the 
products) for their up-scale models. 
According to Mr. Rushworth, one of the reasons why the 
brand name "Lexus" was picked by Toyota was because it 
sounded like a Greek word. Besides, the word "Lexus" is 
similar to the word "luxury" and it also stands for "Let's 
go to the U.S." 
As quoted by Mr. Shuto Wong who is the Sales and 
Marketing Manager of Honda's local dealer in Hong Kong, the 
Latin word "Acura" means attention to details and 
preciseness. 
In addition, both Lexus and Acura also have their 
stand-alone showrooms, as well as a separate sales and 
marketing staff in Hong Kong. As per Mr. Wong, the decision 
of Acura to open up a grand showroom in a prestige location 
(i.e. Causeway Bay) back in 1991 attracted people's 
attention. Back then, Acura's showroom was the biggest in 
Hong Kong. Besides, the lay- out of the showroom was 
designed with an open floor plan in mind with video 
presentation, karaoke and cocktail lounge facilities. 
4.2.3 
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According to Mr. Rushworth's rough estimation, it is 
going to take 10 years' time for Lexus to build a name which 
is accepted totally by the public. However, positive 
performance ranking by the famous J. D. Power & Associate's 
survey in the United States (which emphasis on quality and 
customer satisfaction) is going to shorten the time frame 
needed to ~uild the reputation. 
Pricing Strategy 
According to Mr. Mike Rushworth and Mr. Shuto Wong, 
both Lexus and Acura had decided to adopt the penetration 
pricing strategy. In other words, Lexus and Acura under-
priced their products during the initial launching stage; 
later on, after demand stabilized and market recognition was 
achieved, Lexus and Acura increased their selling prices. 
As commented by Mr. Wong, once there is an initial customer 
base, price would be adjusted to a level which is fair and 
reasonable. 
As can be seen in Appendix III and IV, the basic 




Assuming the fact that price of an automobile is 
directly correlated with the car's engine power, the 
Japanese are selling their cars at prices lower than their 
competitors. For example, in Appendix Ill, the model Lexus 
ES300 is priced 30 percent below the prices charged by a BMW 
530iA or 730iA. As a re"sult; in the event when the 
customers ~re price-sensitive, they will prefer a cheaper 
model with an identical engine size (in this case demand is 
elastic) 0 
Another point to note is that during a sales 
transaction, the sticker price is generally the base price 
which represent the car model with standard features only_ 
Especially for sales of luxury cars, the role of discounts 
is almost non-existent18 • 
Market Niche Differentiation 
According to Mr. Wong, the Acura' s Legend model is 
especially targeted at a specific segment in the luxury car 
market: customers who need company cars during the weekdays 
but would like to drive the same car on the weekends for 
individual enjoyment. As a result, the Legend emphasis on 
the fact that the car is sporty and fun to drive. 
18 Product Development Performance (1991): 54. 
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As far as the businessmen are concern, Acura is also 
appealing due to its road performance, as well as its 
luxurious exterior design. As noted by Clark and others, 
"the automobile has become a 'socially significant I product; 
when in use, both product and buyer are on display, and 
appearance matters 19 ." 
On the other hand, as observed in Appendix V, Lexus 
targets a medium-priced, luxury car segment where there is 
virtually no presence of Mercedes-Benz and little direct 
competition from BMW. For example, only the BMW's 540iA 
model poses direct threat to the Lexus LS400 model. But 
even so, Lexus may be able to ward off the pressure easily 
due to its pricing strategy, as well as its ability to come 
up with patented high-tech design and installations20 (such 
as push-button automatic transmissions, adjustable steering 
wheels, power-operated head rests, and entertainment 




Product Development Performance (1991) 
Made in America (1989): 19. 





Customer Service and After-Sales Service 
According to ah industry observern , Acura and Lexus 
always score the highest in the Customer Satisfaction Index 
in Hong Kong. This proves the commitment of the two brands 
to satisfy customers' needs , as well as to make consumers 
feel special and valuedo 
For example, Acura always make the transfer of car 
ownership to its customers an unforgettable event by holding 
key hand-over ceremony and photo-taking session. Besides, 
Acura also innovated a Customer Support Service Team (CSS) 
in 1991 (which provided 24-hours on-call service was 
considered a break-through) . 
In addition, buying procedure of a car model from Acura 
is also simplified and a one-stop shopping facility is 
provided (i.e. one signature on the card will activate some 
other procedures such as in-house financing and insurance, 
joining of motor clubs or ,associations, etc.) The ultimate 
goal of this strategy is to create a "customer-friendly" 
relationship with a personal touch. 





Just as in all of the research designs, limitations do exist 
in applying the findings of this research. 
For example, since the luxury car market in Hong Kong is 
highly fragment~,d and the products are highly differentiated, the 
drawing of an arbitrary boundary is necessary for performance 
evaluation purpose even though subjectivity is involved. 
As can be seen in the data presented below, Mercedes-Benz 
and BMW are, in fact, still the dominant players in the Hong Kong 
luxury car market in Hong Kong even though the author believes 
Lexus and Acura are better performers:-
MANUFACTURERS UNITS SOLD TOTAL MARKET SHARE OF 
IN 1993 PASSENGER CARS IN HONG KONG 
Lexus 518 1.32 
Acura 726 1.84 
Mercedes-Benz 2,859 7.26 
BMW 2,078 5.28 
Jaguar 276 0.7 
Source: Adopted from the Inter Dealer Motor Car Sales 
Statistics (1993). 
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This discrepancy can be explained by the fact that most of 
Mercedes-Benz and BMW more popular models are not included in our 
study range (i.e. luxury models which are priced between 
HK$400,000 and HK$800,000 and have engine size over 2,500 c.c.) . 
For example, Mercedes-Benz sold 958 units of its SD 220E 
model in 1993 (engine size of 2,199 c. c.); 564 units of its 
300SE/300SEL models (priced at above HK$l, 000,000) ; and 310 units 
of its 500SE/500SEL models (priced also at above HK$l,OOO,OOO). 
As for the case of BMW, it sold 335 units of its 325i model 
in 1993 (engine size of 2,494 c.c); 203 units of its 525i model 
(engine size of 2,494 c.c); 164 units of its 740i model (priced 
at HK$888,000); and 148 units of its 520i model (engine size of 
1,991 c.c). 
However, as mentioned before, since this research can be 
considered as a "pioneer" study, the readers should be able to 
gain some important insights of the luxury car market in Hong 





As indicated by the outstanding performance of Lexus and 
Acura in the Hong Kong luxury car market, the Japanese auto 
manufacturers may turn out to become significant players in the 
field which used to be represent~d exclusively by the European 
brands. Throug):1 constant product development and improvement, 
penetration pricing and product positioning strategies, as well 
as investment in the above-the-line activities, the Japanese 
brands have been successful in competing with the major European 
brands for a piece of the pie of the lucrative car market 
segment. 
As the competition for market share of luxury automobiles 
intensifies both in Hong Kong and around the world, all auto 
manufacturers should be paying close attention and responding to 
the moves of their competitors. For example, a front-page item 
'titled "What's out - BMW. What's in - Lexus" confirmed the worst 
fears of Mr. Karl H. Gerlinger who is the new president of BMW 
of North America Inc. As a result, BMW responded by making the 
decision to "fight the Japanese on their chosen playing field: 
price" and "revamp its image quickly enough - from a symbol of 
affluence to a bastion of safety and value." In other words, re-
positioning of BMW's 5 and 7 Series cars is under way, prices 
will be cut, and smaller and more affordable models will be 
launched23 • 
23 
"BMW's Comeback," Business Week (February 7, 1994) 43. 
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If BMW's counteraction against its Japanese rivals does 
prove to be effective, a new round of fight for market share in 
the luxury car market will be touched off. A further research 
on the dynamic strategies adopted by the players in the luxury 
car market would be of great interest to the persons who are 
interested in the development history of the automobile industry 
as a whole. 
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APPENDIX I 
Luxury Car Models Available in Hong Kong and Their Respective 
Market Share (adapted from the Inter Dealers Motor Car Sales 
Statistic) :-
NAME OF NO. OF MODELS NO. OF UNITS SOLD 
MANUFACTURERS AVAILABLE IN 1993 (% ) 
Acura 1 254 (3.1%) 
Alfa Romeo 1 93 (1.1%) 
Audi 3 52 (0.6%) 
Bentley 1 17 (0.2%) 
BMW 12 1,086 (13.2%) 
Citroen 1 7 (0.0%) 
Daimler 2 54 (0 . 7%) 
Eunos 1 86 (1%) 
Ford 1 34 (0.4%) 
Jaguar 3 214 (2.6%) 
Lexus 2 518 (6.3%) 
Mazda 1 248 (3.0%) 
Mercedes-Benz 25 2,606 (31.5%) 
Mitsubishi 1 197 (2.4%) 
Nissan 4 432 (5.2%) 
Oldsmobile 1 o ' (0.0%) 
Opel 3 16 (0.1%) 
Peugeot 1 20 (0.2%) 
Renault 1 0 (0.0%) 
Rolls Royce 2 56 (0.7%) 
Rover 4 53 (0.6%) 
Saab 4 1,221 (14.8%) 
Toyota 1 131 (1.6%) 
Volvo 6 890 (10.7%) 
Total 8,285 (100%) 




List of comparable car manufacturers and car models in the luxury 
car market in Hong Kong as at January 1994 (adapted from the 
price list printed in the Motor Magazine):-
ENGINE PRICE 
SIZE LIST 
MANUFACTU-RER CAR MODEL (c.c) (HK$ ) 
Acura Legend - 4 dr. Sedan 3,206 508 , 000 
(Honda) 
Alfa Romeo _ Alfa 164 Super 30i - 2 , 959 430,000 
-" 
4 dr. Sedan 
Alfa 164 Cloverleaf - 2,959 460,000 
V6 - 4 dr 0 Sedan 
Audi 100 2.8E V6 - 2,771 539,800 
4 dr. Sedan 
100 Quattro - 2,771 646,000 
4 dr. Sedan 
100 S4 - 4 dr. Sedan 2,771 686,200 
BMW 530iA - 4 dr. Saloon 2,997 708,000 
540iA - 4 dr. Saloon 3,982 788,000 
730iA - 4 dr. Saloon 2,986 708,000 
730iA (V8 ) - 2,997 790,000 
4 dr. Saloon 
Jaguar XJ 6 3.2 - 4 dr. Saloon 3,239 737,000 
Lexus ES300 - 4 dr. Saloon 2,959 485,500 
(Toyota) 
LS400 - 4 dr. Saloon 3,969 775,000 
Mercedes - C280 - 4 dr. Sedan 2,799 698,000 
Benz 
C280 Sport - 2,799 740,000 
4 dr. Sedan 
E300D - 4 dr. Sedan 2,996 737,000 
Mitsubishi Sigma 3.0 24V (4WS) - 2,960 438,000 
4 dr. Sedan 
Nissan Gran Turismo 3.0L 2,960 465,000 
(Auto) - 4 dr. 
Sporty Sedan 
Cedric Brougham VIP 2,960 485,000 
(Auto) - 4 dr. 
Luxury Sedan 
35 
Cima 4.1L (Auto) 94 4,130 738,000 
Version - 4 dr. 
Luxury Sedan 
Opel Omega 3000 24V - 2,968 490,000 
4 dr. Sedan 
Rover Sterling - 4 dr. Saloon 2,675 489,000 
Toyota Crown Royal T-bar - 2 1 997 436,000 
4 dr. Saloon 
Source: Adopted from the Motor Magazine (January, 1994). 
Selection criteria used:-
1. Either a 4-door sedan or saloon; 
2. Engine capacity should exceed 2,500 c.c; 
3. Price range should be within HK$ 400,000 and 
HK$800,000 
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APPENDIX ' ilr 
-
COMPARISON OF CAR MODELS (PRICE VS. ENGINE SIZE) 






2500 3000 3500 
1: BMW 530iA 
2: BMW 540iA 
3: BMW . 730iA 
4: BMW 730iA(V8) 
5: Jaguar XJ6 3.2 
6: Lexus ES300 < 
7: Lexus LS400 
8: Rover Sterling 
ENGINE POWER (IN C.C.) 




> APPENDI.X IV 
COMPARISON OF CAR MODELS (PRICE VS. ENGINE SIZE) 
4 DOORS SEDAN 
400 ~--------~----------~--------~~--------~ 
2500 3000 3500 
ENGINE PO\\'ER (IN C. C.) 
1 : Acur a Legend 
2: Alfa Romeo Alfa 164 Super 
3: Alfa Romeo Alfa 164 Cloverleaf 
4: Audi 100 ·2 •. 8E ~. · . 
5: Audi 100 Quattro 
6.: Audi 100 S4 
7: Mercedes C280 
. '8: Mercedes C280 Sport 
9: MercedesE300D 
10: Mitsubishi Sigma 
11: Nissan Gran Turismo 
12: Nissan Cedric Brougham 
13: Nissan Cima 




MARKET POSITIONING OF LEXUS VS. MERCEDES & BMW 











2600 2800 3000 3200 3400 3600 
ENGINE POWER (IN C. C.) 
Bl: mv 540iA 
B2: BMW 730iA(V8) 
B3: BMW 530iA 
B4: BMW 730iA 
Ll: Lexus LS400 
L2: Lexus ES300 
M1: Mercedes E300D 
M2: ~rcedes C280 Sport 
M3 : Mercedes C280 
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